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I ntroduction.

In an order dated September 24, 2002, the Department granted motions for
reconsideration in part. It requested additional evidence on three issues related to forward-
looking unbundled switching costs, and one additional issue concerning forward-|ooking
collocation power costs. Specifically, the Department decided that it would accept and consider
additional evidence to help it decide whether to change its substantive determination with respect
to the following four issues. (i) the correct forward-looking price for new switches; (ii)
Verizon's claim that the Department failed to account for initia right-to-use (“RTU”) fees that
Verizon incurs when it purchases new switches; (iii) the proper forward-looking ratio of new
switches to growth equipment that should be assumed for the purposes of a TELRIC analysis;
and (iv) the forward-looking DC power distribution cable length.

AT&T respectfully submits these initial comments regarding the additional evidence
presented on these four issues in the form of pre-filed testimony, discovery responses, and cross-
examination of witnesses in hearings that took place on October 22 and 23, 2002.

Argument.
SWITCHING.

A. Switch Hardware Prices. The Evidence Confirms That the New Switch Price
Discount Assumed by the Department Resultsin Costs Per Line That Are
Roughly Five Times Too High.

AT&T has moved for reconsideration of the prices assumed by the Department for new
Nortel and Lucent switches in a forward-looking network. The additional evidence presented to
the Department on reconsideration confirms that AT& T’ s motion on this point is well founded.
The evidence demonstrates that the forward- looking price that Verizon actually pays for new

switches is about 20 percent of the level assumed by the Department.



1. Although the Department’s Final Order Should Specify the Price
Discount Inputsto SCIS, Some of the Analysis on Reconsider ation
Must Be Done by L ooking at Switch Hardware Cost Per Line.

At the recent hearings on reconsideration, the Department sought clarification regarding
whether it should focus on the proper forward- 1ooking assumption regarding a price discount
percentage for new switching, or on the proper forward-looking switch hardware price per line.:

The actual costing methodology followed by Verizon was to input assumed price
discounts for Nortel and Lucent into the SCIS model, which was used to generate total
uninstalled switch hardware investment estimates.? Those total switch hardware investments can
readily be converted to a price per non-ISDN line, smply by dividing the total by the number of
access lines to be served. Verizon then uses the total switch hardware investment figures as
inputs to its switching cost study. It divides the estimated investment by forward- looking busy
hour traffic to develop a hardware cost per minute of use, to which it applies various factors to
account for costs such as installation and power.?

Thus, in principle the Department could either: (i) order Verizon to use a particular price
discount assumption in SCIS, as the Department did in its original Inputs Order; (ii) order
Verizon to assume a particular switch hardware price per line, and run SCIS with whatever price
discount assumption will result in that hardware price per line result; or (iii) skip SCIS altogether
and order Verizon to use, as the input to its cost study workpapers, total switch hardware costs
equivalent to a specified price per line.*

AT&T recommends that the Department continue to give Verizon specific instructions

regarding what price discount assumptions to use — option (i) — or first derive and then use —

L Tr.vol. 20, 10/23/02, at 3803.
2 BEx.Vz-37, Workpaper Part C-2, Page 1.
E.g., Ex. Vz-37, Workpaper Part C-1, Page 1.



option (i) — asinputs to SCIS.®> Thiswill ensure that the final compliance filing produces
reasonable results without requiring Verizon to restructure the mechanics of its switching cost
study. However, to determine what price level is reasonable the Department will need to
evaluate evidence regarding equivalent switch hardware prices on aper line basis. That is how
switch vendors make bids for the sale of new switches. They bid prices that are evaluated on a
per line basis. Vendors do not bid on the basis of price discounts, because the undiscounted list
prices have become quite meaningless.® For this reason, much of the evidence we have been
able to drag out of Verizon has been made available in the form of switch hardware costs per
line.

As discussed below, the evidence regarding what Verizon actually pays for new switches
on aper line basis is consistent with the available evidence regarding the price discounts that
correspond to those switch discounts.

2. The Price Discount for New Nortel Switches|s Substantially Higher
(Yielding a Substantially Lower Hardware Price Per Line) Than
Assumed by the Department.

The Department was “not persuaded by Verizon’s argument that ... its contract price for
Nortel switching equipment [is] reasonably representative of forward-looking efficient switching
costs.”’ However, the Department nonetheless used that contract price because it could not

discern in the record what alternative number to use.®. When the SCI'S model as configured by

Verizon is run using the <Begin Vz Proprietary> XXXXX <End Vz Proprietary> percent

(continued...)
Tr. Vol. 20, 10/23/02, at 3757-3760 (Gansert).

> Tr.Vol. 20, 10/23/02, at 3803 (Pitts).

6 Switch vendors have continued to raise their list prices year after year, even though the prices that
telecommuni cations companies actually pay for the vendors' hardware and software has been dropping year after
year. Tr. Vol. 20, 10/23/02, at 3804-3805 (Pitts).

" DTE01-20 at 302.

8 DTE01-20 at 306-307.



discount derived from its regular contract with Nortel and adopted by the Department in its
initial Inputs Order, it produces an uninstalled switch hardware price of $82.62 per line for
Nortel switches.® In February 2002, Verizon filed a record request response acknowledging that
it actually purchases its new switches through competitive bids, not under its existing contracts.
The FCC had asked Verizon to report “[w]hat vendor price switch discount did Verizon obtain”
for new switches that it purchased through a competitive bid, and Verizon responded by
reporting that it had obtained discounts from Nortel ranging from <BEGIN Vz
PROPRIETARY > XXXXXXXXX <END Vz PROPRIETARY > percent.lo

If one takes the lower of these actual new switch discounts as calculated and reported by
Verizon, and runs it through Verizon’s SCIS model without making any other changes, the
resulting Nortel switch hardware investment comes out to $17.35 per POTS line for new
switches.'* Thisis for switch hardware or material only, and does not include costs for software
or vendor engineering or installation services.

Though Verizon attempted to belittle the $17.35 per line hardware cost produced by the
Nortel new switch discounts actually available to Verizon, these efforts do not stand up to
scrutiny. Verizon argued in earlier rounds of briefing that the $17.35 figure is incorrect, that the
proper figure is $36 per line, that even the $36 number fails to include numerous additional costs,
and that the final switch cost per line is actually “much higher.”*? Verizon made the further

argument that this evidence is unreliable because it comes from “a single switch bid by Nortel,”

®  SeeDTE 01-20 at 305; Ex. ATT-32, Pitts Direct on Reconsideration, at 11.

10" See Verizon-VA’s Response to the FCC's RR VZ -VA -32, in the proprietary attachment to RR-DTE-49S,
cited in DTE 01-20 at 305.

1 Ex. ATT-32, Pitts Direct on Reconsideration, at 10-11.

12 verizon's Reply Brief at 67, dated March 29, 2002; Ex. VZ-61P, Gansert (Mazziotti) Direct on
Reconsideration, 10/16/02, at 6-7. See also Verizon's Reply to the Motions for Reconsideration at 16, dated
August 29, 2002.



which involved purported “idiosyncrasies’ that resulted in “such an egregious discount.”*® But
when given the opportunity to prove these assertions with evidence on reconsideration, Verizon
was unable to do so. In fact, the evidence shows that every aspect of these representations by
Verizonis materially mideading.

@ For New Nortel Switches, Verizon Recelvesthe Price Discount
Shown in RR DTE-49-S (VZ-VA 32).

Verizon concedes that TELRIC rates must be based on materia prices that “fully reflect
the latest negotiated vendor prices (inclusive of all discounts) currently available to Verizon.”*
For switching, the relevant prices are what Verizon actually pays for new switches through
competitive bids. The undisputed facts show that the much higher Nortel contract price has no
probative value regarding what Verizon pays for new switches. This Nortel contract is used only
for growth equipment purchases; new switches are purchased through competitive bids, not
under this contract.*

In response to RR DTE-49-S (VZ-VA-32), Verizon indicated that the effective price
discounts it received on its most recent purchases of Nortel switches were <Begin Vz
Proprietary> XXXXXXXX <End Vz Proprietary> percent. The Department asked Verizon
to update this information on reconsideration. In response, Verizoncited what it characterized as
the “Nortel Discount” for four different switches.'® This purported update is misleading, in that
only one of the four numbers cited is a discount that Verizon actually paid for a new switch

purchased through a competitive bid. The first three numbers in this table are not relevant to

analyzing the forward-looking price that Verizon can obtain for new switch purchases. the

13 Verizon' s Reply to the Motions for Reconsideration at 15-16, dated August 29, 2002.

14 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 22.

15 Tr.vol. 20, 10/23/02, at 3659-3660 (Gansert); RR DTE-49-S (Verizon-VA’s Response to the FCC's
RR VZ-VA-32).

16 Ex. Vz-60P, Gansert (Mazziotti) Direct on Reconsideration, 10/2/02, at 14.
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numbers for Frederick, MD, and Moorestown, NJ, are from bids that were rejected because the
prices were too high; and the number for Pearl Street, NY, was for a switch purchased on an
emergency basis to replace the switch destroyed in Manhattan on 9/11/02.1" Only the last of the
four numbers was for a competitive bid with a price low enough actually to be accepted by
Verizon. That bid, for Dulles Corner, VA, trandlates to an effective price discount of <Begin Vz
Proprietary> XXXX <End Vz Proprietary> percent.

Thus, this updated information actually confirms the continued accuracy of the prior
responseto RR DTE-49-S. The median and the average of the three price discounts that Verizon
reports having obtained from Verizon through competitive bids are <Begin Vz Proprietary>
XXXXXXXXXX <End Vz Proprietary> percent, respectively. This evidence from Verizon
confirms that the Department’ s assumption of <Begin Vz Proprietary> XXXX <End Vz
Proprietary> percent wasin error. As previously noted, this equates to a switch hardware price
of approximately $17.35 per line.

(b)  Verizon Previously Confused the I ssue by Comparing AT&T’s

Proof Regarding Uninstalled Switch Hardwar e Pricesto an
Erroneous and Over stated Figure of $36 Per Line.

When Verizon first asserted that $17.35 per line cannot be correct, because Verizon
actually pays $36 per line for new Nortel switches, Verizon represented that this higher figure
could be found on the “standard comparison” sheet for the Eastwick, Pennsylvania switch that
was produced in response to RR ATT-3.'® Verizon asserted that it had paid <Begin Vz
Proprietary> XXXXXX <End Vz Proprietary> for a switch with a capacity of <BeginVz

Proprietary> XXXX <End Vz Proprietary> lines, which amounts to $36 per line.*®

" Tr.Vol. 20, 10/23/02, at 3660 (Gansert); RR DTE-102.
iz Verizon's Reply Brief at 66-67, dated March 29, 2002.
Id.
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Because AT& T could not locate any vendor switch bid comparison sheet containing this
$36 figure, AT& T asked Verizon to explain how it derived that number and to provide all
supporting documentation. In response, Verizon stated that “the $36 figure can be found on the
Vendor Bid Comparison sheet for Eastwick (100%) in the NTI DM S100 column on the line
labeled ‘$/NAL’”, which “was provided as part of Verizon MA’s response to Record Reguest
ATT-3."% Infact, however, this particular vendor bid comparison sheet shows a total switch
cost of <Begin Vz Proprietary> XXXXXX <End Vz Proprietary>, or <Begin Vz
Proprietary> XX <End Vz Proprietary> per line, after Nortel’s bid has been adjusted upward
to anticipate subsequent costs (which, as explained below, are separately accounted for in
Verizon's cost model). %

Now that we know the source material upon which Verizon relies, we can see that this
corrected figure of <Begin Vz Proprietary> XX <End Vz Proprietary> per line is overstated,
because it includes software (and vendor engineering) costs in addition to the switch hardware
costs that the Department must separately estimate.?? |f one subtracts the various software costs
that are covered by Verizon's RTU factor and should not be included in the switch hardware
price input, the result is <Begin Vz Proprietary> XXXX <End Vz Proprietary> per line.?®

In sum, the very documentation to which Verizon directs the Department’ s attention
confirms quite precisely that the price discount disclosed by Verizon in RR DTE-49-S, which

trandates to a switch hardware cost of $17.35 per line, is an accurate reflection of what Verizon

2 Ex. ATT-VZ 31-4.

2l see Ex. ATT-33P, Pitts Rebuttal on Reconsideration, at 9 and Tab 10 (which reproduces various bid
comparison from RR ATT-3).

#  Ex. ATT-32P, Pitts Direct on Reconsideration, 10/2/02, at 13; Ex. ATT-33, Pitts Rebuttal on
Reconsideration, 10/16/02, at 12.

This sheet was produced inresponse to RR ATT -3, and reproduced within Tab 10 to Ex. ATT-33P, Pitts
Rebuttal on Reconsideration, 10/16/02. The <Begin Vz Proprietary> XXXX <End Vz Proprietary> per line
(continued...)



actually pays for new switches. Thus, Mr. Gansert was demonstrably wrong when he asserted
that one could not derive the “bottom-line dollars’ shown on Verizon's bid comparison sheets
from the effective price discount calculated by Verizon.?*

(© Verizon Compounded its Effortsto Sow Confusion By Making

Arguments About “ Additional” Costs That In Fact Are
Recovered Elsewherein the Switching Cost Model.

Verizon accuses AT& T of “misuging] the discount information because it has failed to
take into account the fact that there are numerous additional costs associated with switch
purchasing.”?® But the “additional” costs to which Verizon is referring are all recovered
elsewhere in Verizon's cost study: the power-related costs are recovered in the power factor; the
engineering, labor, hauling, hoisting, and warehousing costs are al recovered in the EF&| factor;
and any fiber distribution panel or DSX terminations are added as separate line items in the cost
studies where appropriate.®

Verizon used SCIS to estimate switch hardware costs, which were then used as an input
to Verizon's switch-cost model. The switch hardware costs taken from SCIS and used as inputs
to Verizon's cost model were not intended by Verizon to include power costs, EF& I costs, or any
of the other items that are recovered separately in factors that within Verizon's cost model are
applied to the hardware prices.?’

Thus, AT&T isnot “misusing” the price discounts that Verizon, by its own reckoning,

receives on new switch purchases. Those discounts accurately reflect the prices that Verizon

(continued...)
figureisderived asfollows: <Begin Vz Proprietary> XXXXX XXXXX XXXXX XXXXX <End Vz
Proprietary>.

24 Tr.Vol. 20, 10/13/02, at 3743 (Gansert).

% Ex. Vz-60, Gansert (Mazziotti) Direct on Reconsideration, 10/2/02 at 14. See also

2% Ex. ATT-VZ 31-38; Tr. Vol. 20, 10/23/02, at 3663 et seq. (Gansert). Seealso Verizon's Reply to Motions
for Reconsideration, 8/29/02, at 16.

27 Tr.Vol. 20, 10/23/02, at 3670-3671 (Gansert).
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pays for new switch hardware, excluding software, installation, and the various other costs that
are accounted for separately in the Verizon cost model.

(d) The Chester or Eastwick Price Discounts from RR DTE-49-S
AreNot “Isolated”.

Verizon also tries to dismiss the price discount that equates to a switch hardware price of
$17.35 per line as sui generis Verizon asserts that “[t]he implied discount on material contained
within a discrete bid on a single switch is meaningless outside the context of that bid.”®
Verizon's claim that this priceis “isolated,” and its implication that the discount is
unrepresentative, cannot be squared with the facts.

Competitive bids across 16 different switches show total costs — including switch
hardware, software, and vendor engineering and installation — of almost exactly the $36 per line
to which Verizon has repeatedly admitted.?® Since telecommunications in general and switching
in particular continue to experience declining costs, these numbers from the past severa years
overstate the forward- looking costs that Verizon should be expected to face for new switches.
Indeed, thisis confirmed by Verizon itself. Verizon has made clear that given continuing
“improvement in cost, quality, and service,” on aforward-looking basis Verizon expects to pay
no more than <Begin Vz Proprietary> XXX <End Vz Proprietary> per line for switching,
again including all hardware, software, and vendor engineering and installation costs.*°

As discussed above, in order to evaluate switch hardware prices one must ook not just at
the bottom line from Verizon's own vendor switch bid comparison sheets, but must separate the

hardware and software costs reflected in the relevant bids. The proprietary spreadsheet attached

2 Ex. Vz-61, Gansert (Mazziotti) Rebuttal on Reconsideration, 10/16/02, at 7.

29 Ex. ATT-33P, Pitts Rebuttal on Reconsideration, 10/16/02, at 10 & Tab 10.

30 Ex. ATT-33-P, Pitts Rebuttal on Reconsideration, 10/16/02, at 11 & Tab 11 (collecting letters produced by
Verizonin Ex. ATT-VZ 31-1).
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tothisbrief at Tab 1 does just that. It takes the same bid comparison sheets that have been
produced and were referred to at page 10 of Ms. Pitts' rebuttal testimony on reconsideration, and
summarizes the information from each switch bid in more detail. This recompilation
demonstrates that on average Verizon can purchase new Nortel switches for a price of <Begin
Vz Proprietary> XXX <End Vz Proprietary> per line, including switch hardware and vendor
EF&| costs, but excluding separately priced software costs that are recovered through the RTU
factor.

Verizon's vendor switch bid comparison sheets also prove that Verizon is able to obtain
lower prices for switch hardware, on a per line basis, when it purchases more switches.3! This
unsurprising result was confirmed on cross-examination by Mr. Gansert, who explained that
“typically either prices decrease as the volumes go up or they reach a point, more likely, at a
certain level where they don’'t change, where a certain market share, they won't decrease pricing
in answer to market share.”

In an effort to deflect attention from this undisputed evidence, Verizon repeats yet again
its tired argument that switch vendors could not possibly supply roughly 130 new switches all at
once for Massachusetts.®® Buit thisis a bald attempt to roll out Verizon's failed analogy to the
Bridgestone/Firestone recall, with no more common sense or evidentiary support than before
when it was properly rejected by the Department.®* As before, Verizon has again presented no
evidence that Nortel and Lucent would be incapable of fulfilling an order for all new switchesin
Massachusetts. Verizon's assertion to the contrary is based on pure conjecture, not proof.

Furthermore, this argument remains irrelevant as a matter of theory. Under TELRIC, one uses

31 Ex. ATT-32-P, Pitts Direct on Rebuttal, 10/2/02, at 14-15.
32 Tr.Vol. 20, 10/23/02, at 3751 (Gansert).
3 Ex. Vz-60, Gansert (Mazziotti) Direct on Rebuttal, 10/2/02, at 13.
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the best available marginal pricing per unit and applies it to the long-run construct defined by the
FCC under standard economic pricing theory to develop forward-looking cost estimates. Thisis
what Verizon claims that it has done with respect to outside plant. It says that it uses the actua
material investment prices reflected in its records, or provided by the vendor, to reflect the actual
best prices that Verizon currently pays.®® Thereis no basis for treating switching material prices
differently.

(e) The Higher EF& | Factor Sought By Verizon is Predicated On

Use of New Switch Price Discounts Equivalent to Hardware
Costsof $17.35 Per Line.

Verizon has moved for reconsideration of the EF&I factor of 0.29 that the Department
adopted; Verizon advocates that the Department substitute a new EF& | factor Of 0.6376 as
shown in RR DTE-49-S (VA-VZ 40).® Verizon has not provided any backup for this much
higher EF&I factor, and thus has failed to meet its burden of proving that it would be appropriate
even if the Department were to reconsider its original conclusion.

For present purposes, however, it isimportant to recognize the implications of Verizon's
EF&I clam for the Department’ s reconsideration of switch hardware prices. According to
Verizon, the EF&I factor of 0.6376 was derived from undisclosed data related to the same new
switches for which Verizon previously disclosed the effective price discounts. Thus, even if the
Department were to accept Verizon's arguments for a higher EF&1 factor, internal consistency
requires that the new EF&| factor proffered by Verizon be accompanied by adoption of the

corresponding hardware price discount for the same switches.

(continued...)
3 DTE01-20 at 307.
35 Ex. VZ-36, Verizon Recurring Cost Panel Direct, at 22.
36 See Verizon’'s Motion for Reconsideration at 7.
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Analyzing the switch price information together with Verizon’s EF&I claims, in order to
ensure consistency, makes clear that the Department’ s initial conclusions resulted in a substantial
overstatement of EF& | costs. This can be seen by expressing those costs on a per line basis.
Under the Department’ sinitial Inputs Order, switch hardware costs of $82.62 per line and an
EF&| factor of 0.29 yield EF&I costs per line equa to $23.96. In contrast, applying the much
higher EF& | factor now sought by Verizon (0.6376) to the corresponding price per line for new
switch hardware ($17.35) yields EF& | costs per line of only $11.06. Thisisthe total EF& 1 cost
that according to Verizon it is actually achieving over the past several years on new switch
purchases.

3. On a Forward-Looking Basis, Verizon Will Receive Roughly the Same
Hardware Price per Linefor Lucent Switches asfrom Nortel.

Lucent and Nortel compete against one another for Verizon’s business, which permits
Verizon “to insure that neither vendor will engage in unreasonable or non-competitive licensing
practices.”®’ Verizon is able to use the competitive bidding process to make sure that neither
vendor is able to charge more than the other for new switches. Indeed, “the main reason that
Verizon MA realizes the switch discounts it does is the fact that Verizon MA has been successful
in positioning one switch vendor against the other.”38

It would therefore be unreasonable for the Department to assume that Verizon would pay
more for new switches from Lucent on a per line basis than it pays for new switches from Nortel.
Instead, Verizon would be expected to position Nortel against Lucent, and get the competitive,

market price from both vendors. As the Department has aready found, “[t]he substantially lower

cost of Nortel switches shown in Verizon’s proposed cost study undermines Verizon's reliance

z; Tr. Vol. 20, 10/23/02, at 3662 (Gansert).
Id.
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on [much higher] Lucent switch costs in a forward-looking efficient cost study.”*° In other
words, the assumption of a substantia difference in switch material prices per line between
Lucent and Nortel switches “is not rational and does not accurately reflect the pricing that exists
in the highly competitive switch vendor market.”*°

In sum, the forward- looking discounted price for new switches from Lucent would be

comparable to that from Nortel.

B. Initial RTU Fees: The Evidence Showsthat the RTU Factor Should be
Decreased, Not | ncreased.

Verizon has sought reconsideration of the RTU factor, arguing that the Department failed
to take into account the initial RTU fees that are paid when a new switch is purchased. Verizon
previously proposed, and convinced the Department to adopt, an RTU factor of 0.0197, as set
forth in Part G-9 of Verizon's cost study. Verizon now claims that this factor should be
increased to 0.0699 to account for initial RTU fees.** But this claim cannot be squared with the
evidence, which actually shows that the RTU factor should be decreased to 0.0179.

On reconsideration, the Department directed Verizon to provide “testimony and
comprehensive supporting documentation regarding estimates of the cost of RTU fees associated
with initial switches, based on Verizon’'s recent purchases of software packages associated with
Nortel and Lucent switches (i.e., from 2000 and 2001).”** Verizon has failed to comply with this

directive, and has not met its burden of proving that any increase in the RTU factor is warranted.

39 DTE 01-20 at 306.

%0 Ex. ATT-20, Pitts Revised Rebuttal at 20.

1 Ex. DTE-VZ 34

42 D.T.E. 01-20, Order Granting Verizon and AT& T Motions for Reconsideration, in Part, and Requesting
Additional Evidence, at 9.
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The incompl ete set of numbers cobbled together by Verizon does not demonstrate what it
pays for initial RTU fees when it buys new switches through competitive bids.** The Nortel bids
for the Frederick and Moorestown switches were rejected because Verizon could get the needed
hardware and software for less from another vendor.** As noted above, the figures for the Pearl
Street have little probative value because they concern a switch bought on an emergency basis,
not through competitive bid, immediately after 9/11/02. Theinitial RTU number presented for
the Dulles Corner switch appears to be accurate, but it is materially higher than the average RTU
fee charged by Nortel for new switches, as explained below.

Turning to Lucent switches, the one number presented by Verizon was concocted for
litigation and has no basisin redity. Verizon did not pay that amount to Lucent as an initial
RTU fee, and never purchased initial switch software at that price.*® To the contrary, Verizon
concedes that Lucent actually charges either nothing or avery small fee for the initial software
provided with anew switch.® “In general, there's zero software costs indicated in the bid
sheets” for new switch purchases from Lucent.*” This makes perfect sense. Switch vendors long
ago fully recovered their software costs, and thus have “have the discretion fundamentally to
charge anywhere from zero to what they believe they can competitively bid.”*® Mr. Gansert
stressed this fact: “Remember, they have zero incremental cost for the software; they have no

COSt 149

43 See Ex. Vz-60-P, Gansert (Mazziotti) Direct on Reconsideration, 10/2/02, at 4-5.

4 Ex. ATT-33-P, Pitts Direct on Reconsideration, 10/2/02 at 3-4.

% Tr.Vol. 20, 10/23/02, at 3708 (Gansert); Ex. ATT 33-P, Pitts Rebuttal on Reconsideration, 10/16/02,
at57.

46 Tr.Vvol. 20, 10/23/02, at 3696 (Gansert).
47

Id.
48 Tr.Vol. 20, 10/23/02, at 3698 (Gansert).
49 Tr.Vol. 20, 10/23/02, at 3723 (Gansert).
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The proprietary spreadsheet attached to this brief at Tab 1 compiles the initial RTU fees
that Verizon has actually paid for new switches. Those fees averaged <Begin Vz Proprietary>
XXXXXX <End Vz Proprietary> for Nortel switches and <Begin Vz Proprietary> XXXXX
<End Vz Proprietary> for Lucent switches. Verizon tried to derive anew RTU factor using its
disproven assumptions regarding what it pays for initial RTU fees. If one takes that analysis and
redoes it using these actual, average initial RTU fees paid by Verizon when buying new
switches, the result is areduction in the RTU factor to 0.0179, as shown on page 2 of the
spreadsheet attached hereto at Tab 2.°° Of course, this will make sense only if the Department
revises its assumption regarding the price for new switch hardware to equal $17.35 per line. If
the Department instead uses a flawed, higher switch hardware cost, then that cost will already
encompass all initial RTU fees and it would be improper double counting to include them a
second time in the RTU factor.>!

C. New to Growth Ratio: TherelsNo Basisfor Altering the 90:10 Ratio of New
Switches to Growth Equipment Adopted by the Department.

Verizon has also moved for reconsideration of the Department’ s finding that under
TELRIC the forward-looking mix of switching equipment would consist of 90 percent new
switches and 10 percent growth equipment. Verizon proposes that the Department instead adopt
anew-to-growth ratio of 50:50, or at most 65:35, based on what it inaccurately calsa*life-
cycle” analysis of switch purchases. In fact, neither the five-year version of this anaysisin
RR DTE-66 nor the tenyear version in DTE-VZ 3-7 is meaningful, accurate, or at all relevant to

aTELRIC analysis.

%0 See spreadsheets attached to this brief as Exhibit 2. The first page replicates Verizon's flawed analysis
from Ex. DTEVZ 3-4. The second page starts with Verizon’s new analysis, and revisesit by substituting the actual
RTU fees paid by Verizon for new switchesin lieu of the inflated and unsupported figures assumed by Verizon.
The third page demonstrates the factor that would result if, for some reason, the Department failed to reduce the
switch hardware pricesto the level of $17.35 per line, which is needed to exclude all software costs from thisfigure.
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The Department correctly found that under TELRIC itsjob is “to estimate the costs of a
new network ‘dropped in place’ to serve current demand and reasonably foreseeable capacity
requirements.”>? Verizon has not sought reconsideration of this fundamental point. To the
contrary, Verizon admits that the “dropped in place” concept that is central to TELRIC requires
that forward-looking switching costs be estimated under the assumption that an entirely new
array of switching equipment will be deployed in existing central offices, “without regard to any
existing switch equipment inventory.”>3

Consistent with these fundamental principles, the AT& T/WorldCom switching witness
previously had prepared an analysis demonstrating that in a forward-looking network matching
the TELRIC construct one would expect 90 percent of aggregate switching capacity to be
purchased as new switches, and the remaining 10 percent to be purchased as higher-priced
growth equipment to augment switching capacity over the economic life of the switches.®* If this
analysisis updated to reflect the Department’ s decisions to date regarding cost of capital,
depreciation lives, and projected annual line growth, the result changes dlightly to aratio of
92.17 : 7.83.>° If the Department follows Verizon's suggestion and takes into account the ability
of Verizon to purchase three years of growth capacity at new switch prices, rather than a year
and a half,>® the ratio increases a little more to 93.82 : 6.18. Verizon concedes that “the

mathematical analysis underlying Ms. Pitt’s calculation is accurate.”®’

(continued...)
1 SeeEx. ATT-33-P, Pitts Direct on Reconsideration, 10/2/02 at 5.
%2 DTE 01-20, at 22.
% Ex. Vz-61-P, Gansert (Mazziotti) Rebuttal on Reconsideration, 10/16/02, at 3.
> RR DTE-56.
% Ex. ATT-32P, Pitts Direct on Reconsideration, 10/2/02, at 4-6 & Tab 1.
%6 Ex. Vz-61, Gansert (Mazziotti) Rebuttal on Reconsideration, 10/16/02, at 5-6.
5" Ex. Vz-61P, Gansert (Mazziotti) Rebuttal on Reconsideration, 10/16/02, at 5.
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The Department previoudly, and correctly, found that this analysisis consistent with
TELRIC and its key dropped in place assumption.*® The AT& T/WorldCom switching witness
has demonstrate thet this analysis is consistent with the Department’s other findings. Thisis
significant. “When we determine UNE rates, it is of critical importance to maintain consistency
between assumptions that affect multiple UNES. A party in this case should not be able to pick
and choose different assumptions for different UNEs, depending on whether the assumption
produces results favorable to its position.”>® The Department has emphasized its “longstanding
principle that Verizon’'s forward-looking network assumptions should be consistent across all
UNEs."®

Indeed, the Department’s 90/10 ruling is consistent with the testimony of Verizon’s own
switching witness. Ms. Matt testified, on two different hearing days, that under TELRIC the
proper way to determine the mix of new switches and growth parts would be to begin by
modeling all new switches, and then at the end of the planning period augment the switch
capacity with growth parts.®* Verizon's witness emphasized her agreement with the
AT& T/WorldCom witness on this point.®? The Department followed just such an analysisin
reaching its well-supported conclusion that Verizon must base its switching costs on a 90/10 mix
of outlays for new switches and switching growth parts.®

In contrast, the competing construct proffered by Verizon, whether in its origina five-

year form or in its newly expanded 10-year form, isinconsistent with TELRIC and was properly

8 DTE 01-20, at 300-302.

% D.T.E. 01-20 Inputs Order at 131.

80 D.T.E. 01-20 Inputs Order at 160.

61 Tr. 8, at 1627-1628, 1/24/02 (Matt); Tr. 12, at 2357-2358, 1/31/02 (Matt).

62 Tr. 